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SUMVARY

Under the Personal |Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would provide a tax credit equal to the anpunt paid or
incurred as an investnent of capital in a qualified newspaper.

EFFECTI VE DATE

As a tax levy, this bill would becone effective imediately. However, the bil
specifies that it would apply to taxable or inconme years begi nning on or after
January 1, 1999, and before January 1, 20009.

SPECI FI C FI NDI NGS

Exi sting state and federal |aws generally allow a depreciation deduction for the
obsol escence or wear and tear of property used in a business or investnent
property. The property nust have a limted, useful life of nore than one year
and incl udes equi pnent, nachinery, vehicles and buil di ngs but excludes | and.
Property is assigned to specific classifications related to the nunber of years
of its useful life. The property then may be depreci ated over the nunber of
years of its useful life (recovery period).

Exi sting state and federal |aws allow a taxpayer to deduct expenses paid or
incurred in the ordinary course of a taxpayer’s business.

Federal and state | aws provide various tax credits that are designed to provide
tax relief for taxpayer who incur certain expenses (e.g., child and dependent
care credits) or to influence behavior, include business practices and deci si ons
(e.g., research credit, manufacturers’ investnent credit).

This bill would provide a tax credit equal to the anpunt paid or incurred as an
i nvestnment of capital in a qualified newspaper.

“Qualified newspaper” would nean a daily newspaper of general circul ation that
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has not been published before the taxable or inconme year in which the credit is
clainmed and that is published in a qualified area. A qualified newspaper would
not include any newspaper that is published by any entity related to the one
exi sting daily newspaper in that area.

“Qualified area” would nmean a geographical region in California that (1) is
served by only one daily newspaper before the publishing of the qualified
newspaper and (2) has a popul ation of 75,000 or nore.

The maxi num anount of credit would be $50, 000 per taxpayer and $20 m|lion per
qualified newspaper. The taxpayer could claimthe credit only once. No credit
woul d be allowed to any person who is an owner, nenber of the board of directors,
or shareholder with material interest in any existing newspaper.

If a taxpayer’s allowable credit cannot be used in any given year, the excess
woul d be carried over to future years. The general rules regarding the division
of credits would apply and this credit may not reduce the tax below tentative
mnimumtax for alternative mnimumtax purposes.

Pol i cy Consi derations

Al t hough this bill would benefit the second newspaper that serves an area
with a popul ation of 75,000 or nore, no benefit would be provided for
newspapers in small communities. Further, this bill would not provide a
benefit for areas with a population of 75,6000 or nore without a daily
newspaper .

| npl enment ati on Consi derati ons

The provisions of this bill would raise the follow ng inplenentation
considerations. Departnment staff is available to assist the author with any
amendnent s.

The ternms “capital,” “daily newspaper,” “general circulation,” “related,”
“geographical region,” and “material interest” are not defined. Unti
these terns are defined, the departnment cannot determ ne what taxpayers
are eligible for the credit. For exanple, since nany geographi cal
regions are served daily by a nunmber of different newspapers located in

| arger netropolitan areas, could they still qualify a newspaper for the
credit?
Since the bill does not require the production of the newspaper to begin

before the credit can be clainmed by the investors, it is unclear what
woul d happen to the credits if the paper is never published or it is
term nated soon after publication begins.

It would be difficult for the departnment to ensure that the credit per
qual i fi ed newspaper does not exceed $20 million. GCenerally, sonme kind of
certification is required for other tax credits to ensure the maximumis
not exceeded.

Further, it is unclear how to divide the credit anong investors if the
maxi num i nvestnent is in excess of $20 mllion. Wuld the credit be
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allowed on a first-cone first-serve basis or allocated based on the
anount invested by taxpayer?

Since this bill does not limt the carryover of the credit, the
departnment would be required to keep the credit on the credit tables and
instructions indefinitely. Mst credit carryovers are exhausted within
ei ght years.

FI SCAL | MPACT

Departnmental Costs

If amended to resolve the inplenentation considerations, this bill would not
significantly inpact the department’s costs.

Tax Revenue Esti mate

Due to the broad interpretation that can be given to this bill as witten,
potential revenue | osses could be significant, possibly on the order of $10
mllion for the first full year. A taxpayer could divert up to $50, 000 of
their state tax to pronoters for which actual publication may or nmay not
result.

Tax Revenue Di scussi on

Revenue | osses woul d be determ ned by the nunber of individuals and

busi nesses that invest in a qualified newspaper, the amount of investnent,
and the amount of credits that could be applied agai nst avail able tax
liabilities in any given year.

There are approximately 85 incorporated and uni ncorporated areas in
California with a popul ati on of 75,000 or nore which could be qualified
areas. It is unknown how many of these areas are served by daily
newspapers.

As a rule of thunb, if one qualified newspaper were established by no nore
than 400 taxpayers at one-half the maxi mumcredit, the revenue | oss would be
$10 mllion.
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